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| Satisfactory labor relations can be achieved 
as the experience of a great industry demonstrates 


Labor’s Interest in 


the Pulp and Paper Industry 


HERE are said to be 500,000 workers who 

earn their livelihood in the primary pulp 
and paper and converted paper products in- 
dustry. I think we can safely assume that 
these 500,000 workers have a very great in- 
terest in this industry; and why shouldn’t 
they? 

There is nothing much more important to 
any worker than the industry in which he 
earns his living. A man’s job is a very great 
part of his life. To a man without a job, life 
has very little meaning and almost no purpose. 
Nothing is more pathetic than a jobless man, 
a man who is willing to work but who cannot 
find employment. Someday, some poet may 
compose a poem, some writer may write a 
story, or some artist may paint a picture de- 
picting the plight of the jobless man in such 
a striking manner that it will arouse the con- 
science of the nation. 

One of the best things about the pulp and 
paper industry is that it furnishes employ- 
ment to half a million workers. Another good 
thing about this industry is that this great 
army of workers is employed in making pro- 
ducts that satisfy human needs. Moreover, 
since these needs are constantly increasing, 
this is an expanding industry that requires 
the services of more and more workers. 

These workers are fortunate in working in 
an industry that furnishes employment that 
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is steadier than in most industries. They are 
fortunate to be working in an industry where 
the hours of labor are forty or less a week in 
the United States and forty-eight or less in 
Canada. 

They are fortunate to be working in an in- 
dustry that pays good wages; where consid- 
eration is given to the life, the health, and 
the safety of the workers; and where they 
are insured against the major hazards of life. 
They are fortunate to be working in an in- 
dustry where, in recent years, old age retire- 
ment plans have been adopted by most 
companies, which will help, in a measure, to 
remove from the minds of the workers the 
fear of a dependent old age. 


Opportunities for Advancement 


I think that something can be said, too, 
about the opportunities for advancement in 
the pulp and paper and converted paper pro- 
ducts industry. Today, when young men and 
women obtain jobs in this industry, they earn 
good wages right from the start; and there 
are many opportunities for them to work up 
to better paid jobs. 

A surprisingly large number of hourly paid 
workers in this industry have worked up 
through the ranks to positions in the person- 
nel departments, in the sales departments, 
and even to executive positions with many 
companies. It is not unusual for men to come 
up from the ranks and become mill managers. 
A few years ago, while we were having nego- 
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tiations with the Abitibi Power and Paper 
Company, it was brought to my attention that 
every man on the company’s side of the table 
had, at one time or another, carried 1 ‘union 
card in either the International Broth: 400d 
of Paper Makers or the International Brother- 
hood of Pulp, Sulphite, and Paper Mill Work- 
ers. I think this is a pretty good illustration 
of how this industry has made it possible for 
hourly employees to advance themselves to 
positions of great responsibility in the mills 
of many companies. 

Another advantage for the workers in the 
pulp and paper industry, insofar as the work- 
ers are concerned, is the fact that their right 
to organize into unions and bargain collective- 
ly with their employers is now accepted, with- 
out reservations, by the managements of 
nearly all companies. 

Of the 500,000 workers in this industry, 
there are at least 250,000 who are members 
of unions. Most of the 250,000 who are not 
members of unions are employed in the vari- 
ous converting branches of the industry. There 
still remains a small number of manufactur- 
ing companies where the workers are, as yet, 
unorganized; but I expect that eventually all 
the workers in the manufacturing mills will 
be organized and that the greater part of the 
workers in the converting plants will also be 
organized. 


The Two International Unions 


The two principal unions in the primary 
pulp and paper and converted paper products 
industry are the International Brotherhood of 
Paper Makers and the International Brother- 
hood of Pulp, Sulphite, and Paper Mill Work- 
ers, both affiliated with the American Federa- 
tion of Labor. Both of these unions have been 
constant in their loyalty to the principles of 
trade unionism as expounded by Samuel 
Gompers, the centennial of whose birth is be- 
ing celebrated by labor this year. 

Although there are two international unions 
in this industry, questions of jurisdiction be- 
tween them have not been a disturbing factor 
for the past forty years. These two inter- 
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national unions conduct organizing campaigns 
together. They hold joint negotiations with 
the employers. They sign joint agreements. 
The relationship between the officers of the 
International Brotherhood of Paper Makers 
and the officers of the International Brother- 
hood of Pulp, Sulphite, and Paper Mill Work- 
ers is very friendly and cooperative. The poli- 
cies and the objectives of both international 
unions are very much alike. 

Perhaps mention should be made of the 
policies and the objectives of these two unions. 
Foremost among the policies and the objec- 
tives of these two international unions are: to 
organize the workers coming under their re- 
spective jurisdictions into clean, constructive, 
and democratic unions; to secure for their 
members a progressively better standard of 
living as the productivity of the industry in- 
creases; to work with the managements of all 
companies (where we have union shop agree- 
ments) for the betterment of the industry 
where our members earn their livelihood. 


Few Strikes 


There have been very few strikes in the 
pulp and paper industry during the past dozen 
years. The reason for this is that management 
and labor in this industry have tried and are 
trying to cooperate with each other, and settle 
their differences around the conference table 
rather than upon the industrial battlefield. 

In the old days, however, there were many 
strikes in this industry. Both the employers 
and labor suffered great losses because of 
those strikes. We now are trying cooperation 
in place of strikes, and we find that it is 
profitable—profitable to the employers, to 
labor, and to our country as a whole. I think 
I shall live to see the day when strikes in the 
pulp and paper and converted paper products 
industry will be few and far between, not 
because Congress has passed antistrike legis- 
lation, not because of compulsory arbitration 
laws, and not because of the Taft-Hartley 
law; but because industrial management and 
union labor as represented by the Internation- 
al Brotherhood of Paper Makers and the 
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International Brotherhood of Pulp, Sulphite, 
and Paper Mill Workers have made it possible 
for the workers in this industry to earn such 
good wages and to have such good working 
conditions in the mills and factories that 
strikes will not be necessary. We are going to 
outlaw strikes in this industry by outlawing 
the conditions that make for strikes. 

I do not claim that we have ushered in the 
millennium in the pulp and paper and con- 
verted paper products industry. We have not 
solved all the problems of good labor relations. 
I think, however, that we have made some 
worth-while beginnings. There may not be any 
perfect solution to these problems; but it is 
possible to improve labor relations in industry. 
It is possible to bring about a better under- 
standing between employers and workers and 
to lessen the number of strikes in industry. 
The social sciences, of which labor relations 
certainly are an important part, can keep 
more nearly abreast of the great advances 
made by the physical sciences. 


Progress in Labor Relations 


We are living in an epoch in which man has 
conquered the air and released the power here- 
tofore locked within the atom. This is an age 
when a new world of physics and chemistry 
and biology has been unveiled, a new world 
that holds forth a promise of material abun- 
dance almost without limit. These advances in 
the physical sciences make it possible for man- 
kind to think in terms of abolishing poverty 
and want. Today, more than ever before, 
enlightened industrial management and far- 
sighted union leadership must work with the 
great forces of evolution. 

If I were asked what I consider the great- 
est change that has taken place in the pulp 
and paper industry during the time I have 
been president of this international union, a 
period of thirty-three years, I would not cite 
the increases in wage rates, the shorter work 
week, the improved working conditions, vaca- 
tions and holidays with pay, group insurance, 
or old age retirement plans, all being great 
milestones in the forward march of labor. 
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But I would cite the changed attitude of 
the employers toward the unions as the great- 
est single change that has taken place in this 
industry in the past thirty-three years. 

I think that many union leaders fail to give 
sufficient consideration to the revolution that 
has taken place in the social and economic 
thinking of the employers in this country. 
Trade union leaders should try to instill con- 
fidence in the trade union movement in the 
minds of the employers. 

If the employer still harbors in his mind 
thoughts of fear about the union, it is the 
task of the union leader to eliminate that 
fear by showing him that the union wants to 
work with him and his company and not 
against him and his company. 


Importance of Industrial Peace 


In the development of good labor relations 
in the years to come, both management and 
labor must understand that forces beyond 
their control, forces beyond the control of 
even our government, will have an important 
part in determining our course of action. We 
do not have to be fatalists to know that the 
world of today is in the grip of forces that 
are leading us we know not where. 

In viewing this world today we can see that 
all of the people in America, irrespective of 
race, creed, color, or economic status, are in 
the same boat. We must stand together. Dur- 
ing the fateful weeks, months, and years that 
are ahead of us it should be the objective of 
the owners and the managers of American 
industry and the millions of organized work- 
ers employed in American industry, to find a 
modus vivendi for industrial peace. This in- 
dustrial peace must be based upon justice, 
good will, and mutual faith and confidence. 
We must not depend upon legislation to de- 
velop good labor relations in industry. We 
must not expect our government to do for us 
what we should do for ourselves. We must 
not wait for a hydrogen bomb to awaken us 
to the fact that we are living in a new age. 
In this new age we must think in new terms, 
and put our thoughts into action. 
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Excerpts from a recent address by a 
distinguished industrial leader present 


the long view of the role of the corporation 


The Corporation’s 
Responsibility to the Future 


HE question which I have been asked to 

explore is “The Corporation’s Responsibil- 
ity to the Future.” It is a stimulating topic, 
not only because the modern large-scale cor- 
poration is one of the outstanding features of 
present society but because corporations, large 
or small, are comparatively new in society. It 
is only recently, in fact, that serious and wide- 
spread study of some of the social implications 
of the corporation has begun. Many questions 
have still to be answered—some of them, no 
doubt, not by the present generation of busi- 
nessmen but by men who are now students. 

The first passenger railroad in the United 
States (drawn by horses, let me add) was 
opened in this country as recently as 1830. 
In 1831, the first train drawn by a steam loco- 
motive in the United States traveled from 
Albany to Schenectady. Until 1838 no steam- 
ship had crossed the Atlantic, and until 1844 
no telegraph line existed. The first gasoline 
buggy made its appearance in 1893, and the 
first sustained flight by the Wright brothers 
was made only forty-six years ago. 

I cite these facts as a quick reminder that 
the period in which the corporation has 
evolved has been one of tremendous scientific 
and mechanical achievement. In many ways, 
the corporation is a result of those achieve- 
ments. It has also been a great contributor to 
them. 

Besides the scientific and mechanical 
changes that have occurred in the world in 
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which the corporation has developed, there is 
another change that is important to note. I 
refer to increases in population. Since 1820, 
the population of the United States has grown 
fifteen-fold. Just since the turn of the present 
century, the number of people in our country 
has doubled. In the early nineteenth century 
the population of the entire world was some- 
what less than one billion. Today it is twice 
that number. By the end of the twentieth 
century—only fifty years away—the popula- 
tion of the world is expected to reach three 
billion. In the next fifty years the increase in 
population will be greater than the total world 
population was in 1800. 


A Productive and Creative Force 


Supplying the necessities of life, together 
with some conveniences and luxuries, to this 
number of people is obviously a job of im- 
mense proportions. And this brings me to the 
first responsibility, as I see it, of the corpora- 
tion to the future. It is an obvious point, but 
it is the obvious that we tend sometimes to 
overlook. 

I think, then, that the first responsibility of 
the corporation is: 

To be a productive and 

creative force in society. 
American companies, both large and small, 
have marked up amazing records of producing 
vast quantities of goods. They must continue 
this productivity and seek to enhance it by 
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vigorous cultivation of that ingenuity which 
characterizes industry in this nation. 

The kind of output needed in today’s world 
calls for organization on a big scale—for big 
companies. Today we hear much said about 
bigness in industry. Many people seem to be 
afraid of it. Actually, bigness in industry is 
what has made possible mass production and 
mass distribution. In a free country, bigness 
is simply a technique for achieving results— 
big results. 

Far from being antisocial, it is a significant 
social achievement, an example of practical, 
productive co-operation by large numbers of 
people. This co-operation of large groups is 
one of the outstanding accomplishments of the 
modern corporation. It includes the pooling of 
resources by thousands, often hundreds of 
thousands, of investors. It includes the co- 
operation of employees, many thousands of 
them, and management. It includes co-opera- 
tion with customers and the public at large, 
not to mention the government. 

Furthermore, the existence of big com- 
panies certainly does not hinder the founding 
of new enterprises. Many hundreds of thou- 
sands of new businesses have been established 
just since the war. In the twelve months end- 
ing July, 1949, the number of firms entering 
business exceeded those going out of business 
by 130,000. 

Large-scale operations are a legitimate and 
healthy child of our times. Bigness in organi- 
zation is no more strange or dangerous than 
bigness in equipment and machines. Big ma- 
chines, big operations, and big organizations 
are related; they are prime producers of our 
high standards of living. 

I am confident that great opportunities lie 
ahead for industry in the field of product, in- 
vention, the physical and chemical sciences, 
and the whole vast area where modern Amer- 
ican enterprise has such spectacular achieve- 
ments to its credit. 

Plainly, then, the basic responsibility of 
the corporation is to meet the continuous 
needs of consumers in a world where the num- 
ber of consumers is steadily growing. 
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Making Work Satisfying and 
Rewarding 

Important as physical productivity is, it 
cannot, by any means, be considered the sum. 
total of responsibility. Corporations are not 
merely aggregations of materials and ma- 
chines. More importantly, they are people. In 
our Company, we regard our employees as the 
Company’s most valuable asset. A particular 
oil field may become exhausted, a plant may 
be destroyed or lost by accident or war, but 
as long as the company has people—loyal, 
experienced, and working together as an effec- 
tive team—new oil fields can be found, new 
plants built. 

This brings me to what I believe is the 
second great responsibility of corporations. It 
relates to people, and it is this: 

To continue seeking better ways 

to make industrial work 

satisfying and rewarding. 
The modern corporation is not only a producer 
of goods and services, it is a major factor in 
the mode of daily life for millions of people. 
As our country has become more highly in- 
dustrialized, a larger proportion of the em- 
ployed people work for corporations. And 
these people spend half their waking hours in 
store or plant or factory. 

Although the labor of the employee has a 
value that can be expressed in terms of money, 
a financial return is not the only thing he 
wants from his job. Some operations in mod- 
ern mass production tend to be monotonous. 
Some of them represent such a small part of 
the over-all process as to seem pointless, per- 
haps, to the person performing them. Under 
such circumstances, the individual does not 
find in his job a satisfaction for the creative 
impulse which is in all human beings. He 
feels, instead, like a cog in a machine. 

Ways must be found to give the individual 
worker, at every rank, a sense of accomplish- 


_ment, a feeling of personal worth, a realiza- 


tion of the true importance of his effort to 
the broad scheme. The individual employee 
wants not only fair pay and reasonable se- 


curity but just dealing, respect, and a feeling 
of accomplishment. He wants, too, the oppor- 
tunity to advance in his chosen career, and 
to build a fuller life for his family. 

What I am now talking about, of course, is 
the wide field of human relations. Consider- 
able progress has already been made in this 
field by corporations. Companies have become 
increasingly aware of the human factor in 
their operations and have, accordingly, taken 
actions in this respect. In our Company, for 
example, we have long had safety and health 
programs, paid vacations for all employees, 
thrift and retirement plans for all ranks, cash 
awards for suggested improvements, job train- 
ing and educational assistance plans. 

We have seen, in this country, that the in- 
dividual—when not hedged in and hampered, 
but given opportunity to learn and to grow— 
represents a tremendous creative force. It has 
been demonstrated that freedom and oppor- 
tunity for the individual not only are morally 
right but pay magnificently, and not only in 
material terms but in spiritual values as well. 


Decentralization of Authority 


It is the growing realization of this truth, I 
think, that accounts for the movement, in 
American corporations, toward decentraliza- 
tion through delegation of authority. This is 
not something that has happened in the past 
few months or past few years; it has been 
going on for a long time. 

This movement represents, in my opinion, 
a significant development of the democratic 
idea. In fact, I think that corporations may be 
leading the way along the path of democracy. 
Certainly in government and in many labor 
organizations, the trend at present appears to 
be toward centralization of authority rather 
than toward decentralization. 

Large companies, especially, are moving 
toward decentralization as a matter of com- 
mon sense. Even if the head of a large busi- 
ness wanted to run the organization in a 
dictatorial way, he would find it impossible 
to do so. He might give all the appearance of 
success for a time, but the mere scope of the 


enterprise, the amount of knowledge required 
for proper administration, would mean that 
the effort was doomed to failure. 

The Company with which I work does busi- 
ness in almost every language, in almost every 
currency, and under almost every system of 
laws in the world. To attempt to operate such 
a business in dictator fashion would be plainly 
absurd. 

We operate, therefore, as a kind of family 
of autonomous affiliates, each of which is re- 
sponsible for its own activities and has very 
wide latitude for the exercise of judgment and 
initiative. We have no faith in the infallibility 
of any small group of individuals at the peak 
of a pyramid. We do have great confidence in 
talent, training, and experience. We do not 
believe those qualities are to be found in any 
special class of society. We do go to great 
trouble to insure the continuous “bubbling 
up” of vigorous, ambitious young men. 


It is our conviction that such a method is © 


good not only for the individuals all the way 
down the line, but for the company and the 
stockholders who own it. 

The heads of today’s large corporations are 
professional managers. They know that their 
success is measured not alone by this year’s 
or next year’s profits, but far more by wheth- 
er they turn the enterprise over to those who 
follow them in as good or better shape than 
they received it. They want the enterprises 
they head to outlast their own tenure of office. 
They know that the only way to do this is to 
delegate authority and to assign responsibility 
broadly, thus providing opportunities to many 
individuals for training and growth. 

It is because the extent of decentralization 
in business is not widely realized, I believe, 
that one hears misgivings about the large size 
of some companies. It is because many people 
have a notion that corporations are run in a 
dictatorial fashion that they readily accept 
criticisms of what is called “Big Business.” 
The truth is that there are many influences in 
the big units of a free, competitive economy 
which act against autocratic methods. 

But many questions of human relations re- 
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main unanswered. I have an impression that 
human relations is a field that has not been 
approached with the same painstaking care 
shown in many other areas of inquiry. It 
seems to me that modern corporations can 
make significant contributions in this field 
because they are accustomed to approaching 
problems from the research standpoint. In ad- 
dition, I feel that this is a field in which co- 
operation between companies and universities 
should be employed as a means of enlarging 
our knowledge. 


Development of Sound Economic 
Thought 


There is another branch of the social sci- 
ences which, I believe, merits particular 
mention—one that brings me to a third re- 
sponsibility of the corporation: 

To undertake on its own account, 

and to aid others, to develop 

sound economic thought. 
I have pointed out that there has been a 
great increase in world population. Technical 
advances and people’s needs have brought 
about mass production requiring huge and 


intricate machines. The large-scale corporation __ 


has arisen to meet these conditions and is a 
relatively new development. 

Yet it seems to me that much discussion in 
the economic field today does not give suffi- 
cient weight to these developments, but is 
based on beliefs that do not conform to 
reality. For example, it is ofter. assumed that 
a large-scale economic organization—that is, 
a corporation—reacts to the same impulses 
and in the same way as an individual enter- 
priser. 

In many important respects this is not 
entirely so. The policy-making executives of a 
large company are not its owners. They are 
answerable not just to themselves and the 
law, as an individual enterpriser is, but to 
hundreds or thousands of stockholders. Be- 
cause of the relative prominence of their posi- 
tions, corporation executives find that the 
forces of public opinion focus more strongly 
on theni than on the sole proprietor. Further- 
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more, the sole proprietor has a definite limit 
on his life, whereas, as I mentioned earlier, 
the managers of a corporation expect the com- 
pany to continue long after they have left the 
business scene. As a consequence, the objec- 
tive of continuity and the long-range view 
generally weigh more heavily in a corpora- 
tion’s conduct than in that of the individual 
businessman. 

When Galileo discovered new facts about 
the universe—new, at least, so far as man’s 
knowledge of them was concerned—the sci- 
ence of astronomy had to be revised and ex- 
panded. The discoveries of Newton and Ein- 
stein made revisions and widening necessary 
in the science of physics. A similar expansion 
of economic thought seems to me necessary 
today. 


Merging the Academic and the 
Practical 


Economic study is a natural subject for 
corporations. They have an obvious interest 
in it, and they have a great deal of statistical — 
information useful to the scholar. This is an- 
other place, it seems to me, where co-opera- 
tion between colleges and universities on the 
one hand, and corporations on the other, would 
represent a fruitful approach to the problem. 
For the subject is too complex for any one 
mind. It is probably too vast to be mastered 
even by a group of minds having similar back- 
ground and outlook. Neither the businessman 
nor the professor has all the answers. The job 
calls for what General Eisenhower has de- 
scribed as “the merger of the academic and 
the practical.” 

In our Company we have tried to contribute 
to such an interchange of information by hold- 
ing conferences with people from college 
faculties, and by having professors visit the 
company for discussion and observation. 
Many of these people have told us that the 
experience has helped them to understand 
better the operation of a large company. 

We have seen the surprise of academic 
economists as they got their initial firsthand 
view of how a corporation really works. They 
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saw that the actuality often had little in com- 
mon with theory. On the other hand, we too 
have learned much from these contacts. A 
fresh mind can often see new points of view 
which we miss. 

Another method that might have merit 
would be to make the experienced background 
of corporation executives available to colleges, 
through lectures or even through part-time 
service on faculties. These men could bring 
their knowledge and experience directly to 
the campus for discussion and examination. 
Still another method might be to have more 
graduate economics students live with the 
practical problems of a corporation. 


| Does the nation get its money’s worth for 


The conditions of every new period, espe- 
cially one which has seen so much change as 
the last century and a quarter, are strange 
and unfamiliar. But changes in old theories, 
developed to explain the new conditions, must 
be based not on assumptions but on solid 
facts, if they are to have any value and not 
mislead us into harmful actions. In the de- 
velopment of modern, sound, economic 
thought, industry and business might well 
take more initiative. 

These are by no means all the responsibil- 
ities of a corporation, but they represent some 
or the important problems we face in the 
coming years. 


the $5 billion spent annually on advertising? 


Advertising -Economic 


Gain or Loss? 


HE widespread doubt concerning the eco- 

nomic value of advertising should be of 
deep concern to businessmen in general and 
advertising men in particular. From the 
standpoint of their own interest, this seems 
evident. But it is more important that busi- 
nessmen recognize that critics of advertising 
cannot be left unanswered because advertising 
plays a vital role in our competitive-enterprise 
economy; and to some extent the criticisms 
are criticisms of our competitive system. 

The part played by advertising, or in other 
words, the economic value of advertising, is 
not self-evident nor is it readily understood by 
the consumer. A material share of the respon- 
sibility for explaining the value of advertising 
must be assumed by business spokesmen. 


Charles N. Davisson 


This does not mean that business should 
attempt to justify all advertising as used to- 
day. Fraudulent promotion, which misrepre- 
sents, has no justification; and many present- 
day advertising techniques are legitimately 
condemned. Advertising as a selling tool is 
subject to misuse and abuse. But businessmen 
should be vitally interested in making sure 
that current criticisms do not obscure the 
important role played by advertising in our 
competitive economy. 

The Widespread Belief that 
Advertising Raises Prices 
The results of a recent survey made by the 


Psychological Corporation serve to bring out 
the extent to which people doubt the economic 
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value of advertising. Five thousand men and 
women were asked: “Do you believe that ad- 
vertising makes the things you buy cost more 
or less in the long run?” 

Thirty-nine per cent replied that they 
thought advertising makes things cost more; 
30 per cent thought advertising makes things 
cost less; 19 per cent answered “neither;” 
and 12 per cent were uncertain. It is of special 
interest that the well-to-do, usually the more 
highly educated, seem to have more doubt 
about the economic value of advertising than 
do the lower income and less educated groups. 
The Psychological Corporation reported that 
44 per cent of the respondents, classified as 
owners and managers, thought advertising 
raised prices. On the other hand, only 34 per 
cent of the people classified as unskilled 
workers held this view. 


Total Advertising Costs 


Undoubtedly, this skepticism as to the 
worth of advertising is created in part by the 
sheer volume and size of advertising costs. 
Printer’s Ink magazine estimated that busi- 
ness spent, in this country, almost $5 billion 
in advertising in 1948. This cost includes com- 
puted expenditures for space and time as well 
as estimates for art and production costs. 

The magnitude of this sum is grasped 
better if it is expressed as a percentage of 
national income. In 1948, national income 
was over $226 billion—so advertising costs 
amounted to approximately 2.2 per cent of 
the national income. Since 1920, advertising 
costs have averaged between 2 and 3 per cent 
of the national income. It has also been esti- 
mated that advertising expenditures account 
for 5 per cent to 7 per cent of total distribu- 
tion costs. Expressed in another way, about 
$30.00 per capita is spent in advertising. 
With this picture in mind, it is not too diffi- 
cult to understand why many people believe 
that the costs of advertising are too high. 


Individual Company Costs 


Furtkermore, such skepticism concerning 
the value of advertising is supported by the 
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large size of individual company expenditures. 
The Bureau of Advertising estimates that the 
top one hundred national advertisers spent 
approximately $473 million on three major 
forms of advertising in 1948. The top ten 
national advertisers by this listing were: 
Procter & Gamble Co. $32 million 


General Motors Corp. 27 

General Foods Corp. 
Lever Bros. Co. 
Colgate-Palmolive-Peet Co. 16 ” 
General Electric Co. * 
Sterling Drug, Inc. ties 
Ford Motor Co. = 
Reynolds Tobacco Co. 


General Mills, Inc. 


These estimates measure only the volume of 
advertising placed by these companies in net- 
work radio, magazines, and newspapers at 
national rates. Sears Roebuck & Company, 


‘while not classified as a national advertiser in 


this sense, spent $25 million in newspaper 
advertising placed at local rates. 

In view of these company expenditures, it 
is not too difficult to see why many feel that 
advertising costs are exorbitant. And, because 
of this picture of aggregate costs, many people 
would overestimate the amount of the final 
price of the product represented by the cost of 
advertising. 

When considering advertising costs, many 
think immediately of cigarettes. It is esti- 
mated that the R. J. Reynolds Tobacco Com- 
pany’s 1948 output of cigarettes was 106 bil- 
lion. The Bureau of Advertising has estimated 
Reynolds’ 1948 national advertising in net- 
work radio, magazine, ard newspapers as $11 
million. This amounts to less than two-tenths 
of a cent per pack. Of course, total advertising 
costs would be much larger than $11 million; 
but it seems doubtful that total advertising 
costs would be more than one-half cent per 
pack. The Federal Trade Commission’s 1940 
Industrial Corporations Reports for the ten 
leading tobacco companies reveal that adver- 
tising costs were approximately eleven cents 
per dollar of manufacturer net sales. Total 


advertising, selling, and delivery costs were 
approximately twenty cents per dollar. 
Wide Variations in Costs 

The amounts spent in advertising per dollar 
of sales vary widely in different industries and 
different trades. In general, the cost is largest 
in certain lines of consumer goods such as 
drugs, cosmetics, and food specialties; and 
smaller for heavy chemicals, semifinished pro- 
ducts, and durable capital goods. Using data 
contained in its 1940 corporation reports, the 
Federal Trade Commission published the 
amount of advertising per dollar of net sales 
for leading manufacturers in ninety-one com- 
modity classifications. The range was extreme. 
The twenty leading manufacturers of drugs 
and medicines reported advertising expendi- 
tures of about 14 per cent of net sales. Four- 
teen manufacturers of cereal preparations re- 
ported 13 per cent, while the twenty soap 
manufacturers reported 11 per cent. Manu- 
facturers of refrigerators, motor vehicles, and 
footwear reported advertising equal to 2 per 
cent of sales. Industrial machinery and equip- 
ment reported less than 1 per cent. 

Some products which are heavily advertised 
show a surprisingly small advertising cost per 
unit of the product; other products show an 
extremely high cost of advertising. For patent 
medicines as high as one-fourth or even one- 
half of the price charged may be spent on 
advertising. A cosmetics manufacturer may 
spend as much as twenty cents of his sales 
dollar on advertising. On the other hand, a 
manufacturer of footwear, furniture, or hard- 
ware, would have a much smaller advertising 
appropriation. While advertising costs vary 
widely in amount, there is a widespread belief 
that costs generally are excessive and this be- 
lief is traceable many times to the simple fact 
that aggregate advertising costs are high. 


A Common Fallacy 


It is, of course, fallacious to attempt to use 
the size of aggregate costs to “prove” that 
there is excessive and uneconomic advertising. 
A similar fallacy sometimes is involved in the 
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criticism of distribution costs as being too 
high. People seem to assume that since it may 
actually cost more to sell goods than to make 
them, marketing costs are too high. The 
Twentieth Century Fund study of 1929 distri- 
bution costs resulted in the estimate that al- 
most 60 per cent of the consumer’s dollar 
went for distribution costs. Professor P. D. 
Converse has estimated that the total cost of 
production in 1939 was $28.9 billion, while 
the marketing cost was $29.4 billion. 

Certainly, the amount of an expenditure 
expressed in total dollars or expressed as a 
percentage is not an indication of the eco- 
nomic validity of the expenditure. For ex- 
ample, in the case of marketing costs (of 
which advertising is a part) the very process 
of obtaining lower production costs through 
mass production methods requires an increase 
in some marketing costs. The task performed 
by marketing under conditions of mass pro- 
duction is much more complex and costly than 
the marketing task found under small-scale 
production. And yet when the savings in pro- 
duction costs exceed the required increases 
in marketing costs, lower prices may be paid 
by the consumer. 

But the marketing cost most frequently 
criticized as being excessive is, of course, ad- 
vertising. In fact, advertising is so continuous- 
ly under fire that it seems that those inter- 
ested in marketing are too prone to take the 
defensive. Instead of a defense, or instead of 
an attempt to “explain away” high advertis- 
ing costs, a positive demonstration of the sub- 
stantial values delivered by advertising in a 
competitive business structure is needed. 


Mass Production Economies 


The most common argument used to show 
the economic validity of advertising is that 
advertising gets the sales volume which makes 
mass production possible. Low prices are pos- 
sible when the costs of production and the 
costs of selling are reduced, because goods are 
made and sold in large quantities. And, in 
such cases, advertising, instead of represent- 
ing an additional cost ultimately paid for by 
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the consumer, is in fact a desirable and eco- 
nomic expenditure—one which actually re- 
duces the total cost which the consumer pays. 
In short, advertising may bring volume, the 
additional volume may bring lower costs, and 
lower costs in turn permit lower prices. 

The history of business does offer examples 
of industries which have not only lowered 
prices but also increased quality while at the 
same time spending millions of dollars for 
advertising. This appears clearly to have been 
present in the case of refrigerators, as shown 
by the following data presented by Professor 
Borden.’ The average price of refrigerators 
before 1920 was $600 and the industry vol- 
ume was approximately 10,000 units in 1920. 
In 1940 the average price for a much better 
refrigerator was around $100 and by 1940 
the demand for refrigerators had risen to well 
over two million units. It is significant that it 
tock over ten years to sell the first million 
and that over ten million were sold in the 
next decade. And this large sales increase oc- 
curred after the advent of the most serious 
depression in our history. During the thirties, 
refrigerator manufacturers spent for adver- 
tising, amounts ranging from $5 to $10 per 
unit. The total amount spent on advertising 
by the industry ranged from $20 million in 
1931 to $8 million in 1938. 

The ability of advertising to bring volume, 
which volume in turn permits greatly reduced 
costs is, of course, highly important. But this 
argument may be applied too broadly. It is 
most tenable when applied to the development 
of new industries and new products. It seems 
less sound to use this line of reasoning when 
speaking of the refrigeration industry today. 
And the validity of this argument would seem 
questionable if it were to be applied to the 
automobile industry as it exists now. Today 
we find many of our industries operating at 
the optimum scale of plant; and in fact there 
are those who have asked whether in some 
instances at least we are not even beyond the 
optimum size. While this mass production 


1 Neil Borden, Advertising in Our Economy, Richard 
' Irwin, Inc., Chicago, 1945, pp. 110-112. 
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argument has limited applicability to our 
established large-scale production industries, 
it does apply even to these industries to the 
extent that it is necessary to continue adver- 
tising in order to maintain the level of sales 
which permits the continued use of large-scale 
production techniques. 

Of course, the possibility of reducing other 
costs through increasing promotion costs is 
not confined to the manufacturer. Wholesale 
and retail margins tend to be lower on the 
heavily advertised brands. These narrow mar- 
gins reflect the lower costs of selling goods 
which have a ready acceptance and demand. 
Heavily advertised goods typically require less 
persuasion in selling, and stock turnover is 
higher. 


Advertising as an Alternative Cost 


Expenditures on advertising, then, should 
be viewed as alternative cost. After all, adver- 
tising is selling, and in many cases, a most 
efficient method of selling. Americans general- 
ly seem to be impressed with the advantages 
of mass production, but many fail to see that 
mass production calls for mass selling and that 
advertising is mass selling. In many instances, 
advertising is a much cheaper method of sell- 
ing than is personal selling. When selling the 
mass market, it seems evident that advertis- 
ing through newspapers and radio may be a 
cheaper way of reaching the consumers than 
sending a salesman to visit each potential 
customer. Advertising, then, may be viewed 
as alternative to personal selling and under 
certain circumstances a cheaper way of selling. 
When it is, higher advertising costs are to be 
expected, though distribution costs or even 
total costs may have gone down as a result. 
Indeed, such a cost relationship is a common 
phenomenon; lower total costs may well at- 
tend an increasing scale of production but at 
the same time supervision costs may rise. 

In any event, the fallacy of proceeding from 
a simpie observation concerning the size of 
advertising costs to the conclusion that such 
costs are excessive and uneconomic should be 
recognized because: 


(1) Advertising costs may be high but also 
may achieve volume which permits sizeable 
savings in the costs of production. 

(2) Advertising costs may be high but may 
be cheaper than other forms of selling. 

Competitive Advertising 

But, as suggested earlier, this type of 
analysis is too typically a defense of adver- 
tising costs. More attention should be given 
to demonstrating the positive advantages de- 
livered by advertising to our economy. A basic 
and fundamental criticism of advertising is 
that it is simply competitive. Critics see ad- 
vertising used by rival manufacturers com- 
peting for patronage. It is argued that the 
effect of advertising is simply to redivide the 
existing rather than to increase the total mar- 
ket. Briefly stated, this view of advertising 
sees one manufacturer of a product advertis- 

_ing extensively and gaining a larger share of 

the market. His rivals, in turn, advertise to 
regain lost sales. With no over-all increase in 
volume, the net result is a competitive struggle 
over the division of the market. Obviously, in 
these circumstances, the argument that ad- 
vertising brings volume which in turn permits 
lower production costs is ruled out. Further- 
more, it would be a mistake to claim that this 
type of advertising is small in volume; on the 
contrary it involves large costs. It should be 
agreed that there is a tendency for rival firms 
to engage in competitive advertising. The 
point at issue here, is not whether there is 
competitive advertising present in our econ- 
omy; the issue is whether such competitive 
advertising costs are competitive wastes. 


The Role of Advertising in 
Business Expansion 

One hears frequently that advertising facili- 
tates business expansion; that it raises the 
standard of living. But to show effectively 
why it is that competitive advertising costs 
are not necessarily competitive wastes, one 
should be more specific. How does advertising 
play an important part in promoting business 
expansion and a higher standard of living? 
That advertising may be used to achieve vol- 
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ume, which volume may permit the economics 


of mass production and mass selling, has al- 
ready been noted. But in addition to this, 
there is the contribution of advertising on the 
score that it encourages the development’ of 
new and improved products. This is a most 
important contribution of advertising to our 
economic expansion. The previous reference 
to the refrigeration industry shows rather 
clearly that advertising has been extremely 
important in popularizing a new product. 
There are innumerable other illustrations, in- 
cluding radios, home heating, phonographs, 
telephones, safety razors, and a host of medi- 
cinal products. The basic contribution of ad- 
vertising is that it offers the business firm a 
means of getting the desired level of demand 
rapidly enough to justify its capital commit- 
ments. 

Most people readily concede that the costs 
of developing a new product and getting it 
ready for the market are large. Also, it seems 
evident that without aggressive promotion, it 
would take a long time for new products to 
get any widespread market acceptance. The 
risk in new product development is great; and 
without the possibility of using advertising to 
speed up market acceptance, the willingness 
of firms to make the necessarily large capital 
outlays would be materially reduced. One 
could well wonder if business would have been 
willing to sink the huge developmental costs 
in television if it could not see the prospect of 
a fairly rapid acceptance by the market. And 
certainly advertising and aggressive selling 
are businesses’ chief methods of achieving 
rapid and large sales. 

Equally important to business expansion is 
the fact that advertising encourages product 
improvements. That competitors use adver- 
tising to capitalize on product differentiation 
seems self-evident. But we should also recog- 
nize that rivalry and competition through the 
medium of advertising provides an incentive 
for product improvement. Few would deny 
that the development of the automobile of — 
today was the result of a constant striving 
for product differentiation by competing 
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firms. Each has striven for features that 
would gain customer preference. And, in the 
background was the desire for effective claims 
and appeals to use in advertising. There is 
then, a two way relationship between adver- 
tising and product improvement. 

(1) Business sees in advertising an effec- 
tive means of capitalizing on product im- 
provements. 

(2) Use of advertising by the firm creates 
pressure for the development of prcduct im- 
provements. 

In industry after industry, the same story 
of continuous progress can be traced to the 
fact that competing manufacturers constantly 
strove for product differentiation. 

The following testimony given by Sidney 
A. Swensrud, Vice-President of Standard Oil 
of Ohio, before the Temporary National Eco- 
nomic Committee hearing concerning the 
petroleum industry, provides a most interest- 
ing statement of this basic argument:? 

“There has been a constant improvement 
in gasoline, not so much as a result of remark- 
able new discoveries as by a succession of 
small changes. .. . The opportunity to capital- 
ize, through advertising, on the preferences of 
some customers resulting from this steady flow 
of improvements has been a potent factor in 
bringing about the improvements.” 

Now ail of this should not be taken to mean 
that all competitive advertising is completely 
desirable for our economic welfare. On the 
contrary, it is essential that offsetting forces 
in our economy, which serve to check un- 


2 Neil Borden, Advertising in Our Economy, Richard 


Irwin, Inc., Chicago, 1945, pp. 233-234. 


desirable competition in advertising, are work- 
ing effectively. 

The ideal, of course, is to have a business 
structure in which advertising firms face price 
competition from non-advertising firms that 
do not stress product differentiation. The 
economy is well served if competition provides 
full alternatives to buy on the basis of product 
differentiation as claimed in advertising, or to 
buy on a price basis if the product differentia- 
tion is insignificant. The economy functions 
poorly under either extreme. If competition 
for patronage is solely on a price basis, a 
valuable impetus to new and improved pro- 
duct development is lost. If competition is 
solely on the basis of advertising and aggres- 
sive selling, an important check on uneconom- 
ic advertising and immaterial product differ- 
entiation is lost. 

A substantial part of advertising costs 
should be seen as the price paid for the ad- 


"vantages of competition. They are the price 


paid for new and improved products; and 
they are costs of attaining volume production. 
In this sense, they are truly the price paid for 
moving the level of our economy upward. 
Such costs (but certainly not all advertising 
costs) are not wastes. Advertising is competi- 
tive and because it is, we realize important 
economic advantages. One suspects that it is 
no coincidence that the country which has 
the highest standard of living, including a 
high total volume of goods as well as a wide 
choice in purchase among a variety of goods, 
is also the country which spends the most on 
advertising. 


been made in many of these regions. 


CENSUS OF THE AMERICAS 


The census-taking in the United States, which started April 1, is only part of a larger 
census being carried on throughout the vast regions of the Western Hemisphere. 
_ Twenty-two separate nations are participating in this unprecedented undertaking 
which is to include everyone from the Aleutian Island chain off Alaska to vg Horn 
at the southern tip of South America. No accurate count of the population ha 


Ten basic questions will be asked in one form or another in all twenty-two nations. 
These include: age, sex, literacy, place of birth, naturalization, marital status, mother 
tongue, educational level, and relationship to the head of the family. Planning for the 
Western Hemisphere census is in the hands of a committee on the 1950 Census of the 
Americas and is financed by all the nations according to the number of residents. 
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Michigan Business Indicators 
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POWER CONSUMPTION REMAINS HIGH-—Except for seasonal movements industrial power 
consumption remains slightly above 1949. 
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EMPLOYMENT STEADY-—Despite restraining influence of the coal and automobile strikes em- 
ployment was well maintained and may be expected to cross the two million level this spring. 


14 
Michigan Business Revel 


= 
| 
| 


MILLIONS OF DOLLARS 


2000 


1000 


MICHIGAN BANK DEBITS 
12 CITIES — LOWER PENINSULA 
( ADJUSTED FOR SEASONAL VARIATION ) 


° 
1945 1946 1947 1948 1949 1950 


BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY-—First quarter 
bank debits indicate a high level of general business activity comparable with the spring of 1949. 
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UPPER PENINSULA BANK DEBITS RISE SHARPLY—The unseasonal rise in bank debits 
was not accompanied by an increase in employment or payrolls. 
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| A new word to summarize the current problems 
of the Gas, Electric, and Telephone utilities 


GETroubles 


O, you won’t find that word, “GETrou- 

bles,” in the dictionary, but you will find 
its meaning entering into practically every 
home, store, commercial establishment, and 
industrial plant in the land. So accustomed 
have most of us become to modern usage of 
gas, electricity, and telephone communication 
that we scarcely remember the coal-burning 
cook stove (or even the furnace), the kero- 
sene lamps, or the art of letter writing. Public 
utility service rendered by the privately owned 
gas, electric, and telephone companies has be- 
come an accepted and practically essential 
part of our present mode of living; we expect 
and demand these services as part of our high 
standard of living, we use them almost un- 
stintingly in the home, the shop, and the 
factory. In fact, this constant demand and 
increasing usage is one of the reasons we have 
“getroubles.” 

In most sections of the nation the gas, elec- 
tric, and telephone troubles have attracted 
attention by the requests of the operating 
companies for rate increases. These requests 
serve to remind us of the legal-economic-polit- 
ical environment in which public utilities oper- 
ate in this country, and perhaps make the 
occasion for a review of the history as well as 
the current circumstances surrounding these 
operations. An attempt at such a review with- 
out the inevitable legal jargon and accounting 
technicalities may lead to oversimplification ; 
but, on the other hand, the stark economic 
facts of life may stand forth more clearly if 
we can express them simply. 

Just since the close of the war (1945) the 


Merwin H. Waterman 


electric and gas industries have had to invest 
about $9 billion trying to catch up with the 
calls for light, heat, and energy demanded by 
American homes, shops, and factories. It is 
estimated that these two divisions of the util- 
ity industry will need another $7 billion by 
1952 in order to complete their programs.' 
Add to the $9 billion spent by the gas and 
electric utilities, another $5 billion invested 
by the telephone industry since 1945, and you 
have a four-year capital requirement of $14 
billion, and the job of expansion is not yet 
complete, if we are to modernize and bring 
up to requirements our utility plant. This 
capital raising problem has brought to the 
fore the need for earnings to attract funds 
from the nation’s savings. 


Regulation Substituted for 
Competition 

Public utilities in the gas, electric, and tele- 
phone fields began their development in this 
country just as did other types of business 
enterprise; under the sign of private, com- 
petitive enterprise. In the main, this develop- 
ment has continued under the same auspices 
except that regulation has been substituted 
for competition. It was early discovered that 
monopolistic operation in these fields was 
most efficient; duplication of gas, electric, 
and telephone lines and equipment was waste- 
ful, expensive, and inefficient. The private 
1 Financing Utility Capital Requirements, published 
by the American Gas Association and the Edison 
Electric Institute gives a comprehensive over-all 


view of the financial problems of these gas and 
electric industries. 
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utilities then, in a sense, traded their rights 
to competitive freedom for protection against 
competition. 

Following lessons learned in early attempts 
to regulate railroads by statute and by court 
decree, our pattern of utility regulation took 
the form of administrative procedure. Today 
most states of the union have regulatory com- 
missions operating under broad charges from 
their respective state legislatures so to regu- 
late the utilities that the consumer will have 
available to him “reasonable standards of ser- 
vice at reasonable rates.” For those sectors of 
the utility business which cross state lines, 
there are federal counterparts in the Federal 
Power Commission (gas and electricity) and 
the Federal Communications Commission 
(telephone, telegraph, and radio). 

Thus we have today the vast majority of 
the public utility business of the country 
operated by private industry in an admini- 
stratively regulated environment; an environ- 
ment colored by law, by precedent, and by 
the constitutional rights attaching to private 
property. These patterns set by law and the 
Constitution, however, have been so broadly 
and inconsistently interpreted that in effect 
the regulation tends to be regulation by men 
—the human beings who constitute the ad- 
ministrative commissions charged with the 
tasks of regulation. This is our public utility 
regulatory system that has been substituted 
for competition as the determinant of what 
service the public shall have and what prices 
it shall pay to the privately owned gas, elec- 
tric, and telephone companies. 


What Are “Reasonable” Profits? 


In trying to describe the evolution of this 
administrative regulatory process and to char- 
acterize its present status, the dangers of over- 
simplification and generalization are appall- 
ing—but let us be dangerous in the interests 
of brevity. Categorically, the combination of 
regulation and private ownership has pro- 
duced for this country ‘the highest standards 
and greatest availability of utility service at 
the lowest cost that one can find anywhere. 
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In its approach to the regulation of rates and 
prices, our regulatory system has consistently 
given effect to regulation in terms of profits, 
and has set rates so as to produce “reasonable” 
profits without paying much attention to the 
imponderable question of the value of the 
services rendered. 

It is around this question of what consti- 
tutes “reasonable profits” that most of the 
important legal and political battles of the 
utility industry have been waged. Today the 
question still defies the efforts of lawyers, ac- 
countants, economists, businessmen, and regu- 
lators to provide a simple formulated answer, 
because the answer is judgmental and the 
judgment of men is not common. This can be 
said, however, that reasonableness has con- 
sistently been related to capital investment on 
the theory that funds committed to public 
service are worthy of their hire, with some 
consideration to the fact that the wage of 
capital should be sufficient to attract new 
funds as needed to expand the services in re- 
sponse to public demand. 


Significance of the Higher Price Level 


Currently, the “getroubles” are highlighted 
by two facts: (1) that the tendency of regu- 
lation has been to gauge profits in relation to 
historic capital investment, and (2) that pres- 
ent-day demands for expansion capital come 
at a time when price levels are significantly 
higher than the historic investment in existing 
facilities. It is at this point that the regulatory 
pattern of past years fails to square with eco- 
nomic facts; profits limited in terms of his- 
toric investment just will not attract new 
capital from the competitive market in 
amounts sufficient to provide the additional 
facilities which all agree to be essential. 

The change in price level further aggravates 
the typical utility situation because, in spite 
of revenue increases due to new demands for 
services, expenses have increased even more 
rapidly and profit margins have correspond- 
ingly narrowed. Utility rate regulation even 
in its administrative form is still a straight 
jacket; there are inevitable lags inherent in 
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the process of regulation which preclude flex- 
ible upward adjustments. Thus it is that the 
news recounts the symptoms of “getroubles,”’ 
requests for rate increases. The troubles them- 
Selves are higher costs of operation (which 
show no signs of being temporary) and the 
need for profits to keep the utilities abreast 
of the public’s demand for their services. 
The need for higher rates to create more 
revenues to cover higher operating costs is a 
fairly obvious requirement. More subtle, but 
equally important, is the need for profits in 
terms of new capital requirements rather than 
in terms of historic investment. Just present 
this situation to any businessman: he has a 
business investment of $100,000 developed 
over the years 1930 to 1950, much of it built 
up in the late thirties and early forties. He is 
now grossing $25,000 per year with a 20 per 
cent margin, which nets him a profit of $5,000 
or 5 per cent on his investment. Now he faces 
a demand for a 50 per cent increase in capac- 
ity and output which, at present-day prices, 
will entail an additional investment at least 
the equivalent of his historic $100,000. In 
total then, he will have a $200,000 invest- 
ment and a 50 per cent higher gross or 
$37,500 per year. Perhaps his new equip- 
ment will be somewhat more efficient so that 
his margin on total business will go up to 22 
per cent which on $37,500 will be $8,250. This 
on the over-all total investment (half historic 
and half current) will be 8,250/200,000 or 
4.125 per cent—an inevitable dilution that 
can be eliminated only by the opportunity to 
earn greater profits from increased rates. If 
we make the reasonable assumption that in- 
vestors can earn more than 4.125 per cent on 
alternative investment opportunities in to- 
day’s market, it follows that they will not be 
be attracted to this hypothetical situation at 
a lesser rate. Multiply these capital figures 
many times and you have a rough approxima- 
tion of the utility situation. These companies 
are still faced with tremendous problems of 
capital raising—problems that cannot be 
solved unless profits return to levels com- 
petitive with other investment opportunities. 


Realistic Regulation Needed 

This quandary in which the utilities find 
themselves, i.e., trying more or less in vain 
to be competitively attractive in the capital 
market while closely regulated in their service 
market, has not gone entirely unheeded by 
our regulatory authorities. In a number of 
instances, by one means or another, they have 
recognized the need to attract new capital and 
to maintain sound financial structures in our 
utilities by permitting them to earn enough to 
raise that capital in face of existing competi- 
tion. They are not solving the problem by 
formula; they are solving it by judgment 
based upon economic necessity. The job of 
these commissions is not an easy one, hemmed 
in as they are by law and precedent, and 
pushed about as they may be by politics. They 
deserve the cooperation of the utilities them- 
selves and the consideration, if not the sym- 
pathy, of the public in general. 

As long as we give any credit to private 
ownership and enterprise for the consumer 
cost and industry efficiency demonstrated by 
our gas, electric, and telephone company ser- 
vices, we must in all logic permit them to con- 
tinue. Regulated, yes; but regulated realistic- 
ally in the economic environment in which we 
all find ourselves. They cannot continue with- 
out rates that will produce sufficient revenues 
to cover today’s costs of operation and leave 
a balance of profit in tune with today’s capi- 
tal requirements. 


HOME BUILDING AT HIGH LEVEL 

New residential construction has re- 
sulted in a net addition of 1,400,000 
new residential dwelling units per year 
for the last three years, according to the 
March issue of the Survey of Current 
Business. The average net increase of 
1,400,000 units a year for the past three 
years compares with 500,000 a year from 
1936 to 1940 and 600,000 units a year 
from 194 to 1947. 
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Pension Plans - 


Recent interest in collective bargaining 
pension plans focuses attention on the comparative 
merits of private plans and the public social security system 


Private or Public? 


RIVATE and collective bargaining pension 

plans are not new. Before the present 
movement for retirement pensions via the col- 
lective bargaining route got under way, many 
companies adopted pension programs for their 
employees. These early plans were partly de- 
signed to reduce labor turnover, to cement the 
employee’s loyalty to the company, and of 
course to reward executive and supervisory 
personnel for long tenure of service. 

For a long time, labor unions did not look 
with favor upon such pension schemes. Sam- 
uel Gompers, President of the American Fed- 
eration of Labor for over forty years, sus- 
pected such pensions and feared they would 
tie the worker to his job. His idea was that 
workers should be given an adequate wage tc 
make it possible for them to provide for their 
own retirement security. There is substantial 
evidence to indicate that this was the pre- 
vailing point of view among most unionists, 
although there were individual exceptions in 
some industries. 

Recently, however, there has been a dra- 
matic shift in labor’s position toward retire- 
ment pensions financed by industry. Several 
reasons may be cited for this change. There is 
first, the increasing recognition of the chang- 
ing age distribution of the American popula- 
tion. Due to a combination of causes, largely 
the result of progress in medical care and par- 
ticularly in ‘he reduction of infant mortality, 
the average life expectancy has been phenom- 
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enally increased during the past fifty years. 

In Caesar’s time the average length of life 
was said to be twenty-four years. In the 
United States in 1900, it was at forty-three 
years; and in 1949 Americans “on the aver- 


age” lived to age sixty-nine. 


As a result, there has been a steady increase 
in the number of aged people and in the pro- 
portion of old people in the total population. 
In Michigan, for example, the number of 
people over age sixty-five increased from 
322,000 in 1940 to 422,000 in 1950. For the 
country as a whole the number of persons 
over age sixty-five increased from 9,000,000 
in 1940 to 11,500,000 in 1950. 

Those who specialize in forecasting the 
trend in vital statistics tell us that by 1960 
we shall have 14,400,000 in this age group 
and that their number will reach as much as 
18,700,000 by 1975. The total population will 
also be increasing, but at a much slower rate. 
Thus, in twenty-five years, the present ratio 
of eight persons of “working age” tc one over 
sixty-five will be reduced to a ratio of five 
to one. ; 


Supporting the Aged 
The significance of these trends is under- 
lined by the fact that only about one-half of 
the men over sixty-five and one-tenth of the 
women support themselves. Since men at 
sixty-five tend to live for an additional twelve 


years (women, fourteen years), the problem 
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of how to support the people over sixty-five is 
clearly a major issue. 

These facts help to explain the deep public 
interest in retirement security. The collective 
bargaining approach has been influenced by 
additional factors. The first of these is the 
general dissatisfaction with the inadequate 
retirement provision of the Federal Social Se- 
curity Act. In addition, however, the union 
interest in retirement pensions financed by 
the employer was stimulated during the war 
period as an important “fringe” demand in 
place of wage advances which were not allow- 
able under the War Labor Board policies. The 
Internal Revenue rules, exempting trust funds 
set aside for retirement purposes from tax- 
ation, further increased the interest in such 
plans. Finally, the decision of the National 
Labor Relations Board, holding that the pen- 
sion issue was subject to collective bargain- 
ing, accelerated the union pension movement. 

As a result, nearly 7,000,000 American 
workers are “covered” by some 13,000 private 
and collective bargaining retirement schemes. 
That these schemes have grown rapidly can 
be gauged by the fact that in 1940 only about 
500,000 workers were said to be included 
under such pension programs. Since 1946, the 
“pension movement” has taken on the appear- 
ance of a crusade. At least two costly strikes, 
one in steel and the other in the automobile 
industry, have been waged largely around this 
issue and the pension problem was not absent 
in the long drawn-out coal strike which ended 
in March. It is this writer’s opinion that the 
private pension movement will continue to 
expand even though the federal social security 
provisions, with respect to pensions, are sub- 
stantially liberalized. 

How Good are the Private 
Pension Plans? 

It is therefore pertinent to inquire into 
these collective bargaining pension schemes 
from the viewpoint of sound social security. 
Can we rely upon them as a primary source 
for retirement security? What desirable pur- 
pose have they served? What are their major 
shortcomings? How good are these plans? 


Collective bargaining retirement plans have 
an important supplementary function in the 
total social security program prevailing in this 
country. They do not provide a sound substi- 
tute, however, for the public social security 
retirement program. It is fortunate, therefore, 
that union leaders recognize that while the 
collective bargaining schemes are making an 
important contribution to increase the retire- 
ment security of workers already old, they 
cannot be and should not be relied upon as 
the major source of retirement security of the 
American population. This is the substance of 
the testimony now being presented before the 
Senate Finance Committee which is holding 
hearings on HR 6000, the bil! that revises the 
present Social Security Act. 

The collective bargaining plans have served 
to focus public attention on the pension prob- 
ler. They have stimulated management’s in- 
terest in sound and adequate retirement pro- 
visions in the Social Security Act. For the 
time being, they have overcome the major 
weakness of the public scheme, namely a low 
monthly benefit. In the automobile industry, 
for example, the $100 a month collective 
bargaining pension is three times the average 
social security benefit of $34 for automo- 
bile workers; for the country as a whole the 
collective bargaining pension is nearly four 
times greater than the average monthly social 
security benefit of $26. 

In brief, in the absence of an adequate pub- 
lic social security retirement program, the 
collective bargaining schemes have served a 
useful purpose. Nevertheless while they may, 
under certain circumstances and in specific in- 
dustries, provide a sound retirement plan for 
certain types of workers, general reliance upon 
such plans would be a serious error, 


Effects on Employment of Older 
Workers 


At least six major problems can be recog- 
nized: 
First, would such plans tend to discourage 
the hiring of older workers? 

A categorical answer to this question is not 
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possible. We know, however, that very few of 
the collective bargaining retirement plans 
create a vested right. As a result, older work- 
ers who change jobs are not likely to bring 
with them the accumulated contributions 
made by their employer in the earlier job. 
Consequently, employers who hire older 
workers are likely to assume greater pension 
liabilities unless they are prepared to retire 
such workers at a smaller pension or with no 
pension at all. Many are convinced that 
rather than take such risks, employers are not 
likely to look with favor upon hiring workers 
over forty-five or over fifty. Such a develop- 
ment would be most unfortunate since there 
are already substantial difficulties in the em- 
ployment path of older workers. The pension 
plans should therefore be judged, at least in 
part, by whether they are likely to increase 
these difficulties. 

Second, would such plans tend to force early 
retirement? 

Here again the evidence is not conclusive. 
There is enough to suggest, however, that 
many plans which have been adopted have 
had compulsory retirement provisions at an 
earlier age than normal voluntary retirement. 
In fact, such evidence as there is indicates 
that a relatively small proportion of people 
who stop work—only from 5 to 10 per 
cent—do so voluntarily. The studies made by 
the Bureau of Old Age and Survivors’ Insur- 
ance of the Federal Security Agency show 
that most of the retirement which takes place 
is compulsory. Most people stop working be- 
cause of physical or other disabilities, or when 
they lose their jobs. 

Any development which would tend to in- 
crease early retirement is undesirable from a 
personal or economic point of view. For ex- 
ample, workers over sixty-five years of age 
are estimated to have contributed some $11 
billion to the national product during 1948. 
Our object ought to be to increase employ- 
ment opportunities for older people. Any poli- 
cies which are likely to induce early retire- 
ment or to “compel” retirement will lead to 
a reduction in the national income and in our 
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ability to finance the cost of pensions which, 
in the final analysis, comes out of production. 


Impact on Mobility of Labor 


Third, how would such plans affect labor 
mobility? 

The American labor force is highly mobile, 
more so than most people realize. A high pro- 
portion of workers hold jobs in more than one 
industry during the year. In 1944, for ex- 
ample, 30 per cent of the workers whose rec- 
ords were examined by the Bureau of Old Age 
and Survivors’ Insurance held jobs in more 
than one industry; the comparable figure in 
1945 was 31.5 per cent. Over a decade, as 
many as 25 per cent of our “insured” wage 
earners work in more than one industry. In 
fact, startling as it may seem, the “average 
worker” has a new job every three and one- 
half to four years and may have as many as 
ten to twelve jobs during his working lifetime. 

Much of this turnover is undobutedly con- 
fined to a relatively small proportion of the 
work force but, even so, job shifting is very 
substantial. Not all of this turnover is desir- 
able. Some of it is no doubt due to economic 
maladjustments, and some to the ups and 
downs of business and employment. Some of 
it is also pathological, that is, the result of 
personal maladjustments and poor personnel 
practices. A great deal of it, however, is the 
result of the normal mobility of labor which 
is part of the system of free enterprise—the 
right of management to adjust its work force, 
to attain maximum utilization of the skills 
available, and the right of the worker to make 
the best use of his ability and experience and 
better himself by changing jobs. To the ex- 
tent that private pension plans might tie 
workers to their jobs and check that part of 
mobility which is normal and healthy, the 
results would be decidedly undesirable. 

Unless vesting were provided, so that the 
worker could carry his accumulated rights 
with him, there is no doubt but that the 
normal labor mobility of the American work 
force would be reduced. Older workers would 
certainly hesitate to change jobs and risk the 
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loss of the accrued reserve set up for them. 
The same hesitation would no doubt affect 
workers at younger age levels. These pension 
rights have very substantial value and the 
enterprising individual, seeking another job 
to improve his economic circumstances, would 
do so at considerable loss, if the rights were 
not vested in him. This absence of vesting is 
perhaps the most serious shortcoming in the 
collective bargaining plans. 

Most private plans require a relatively long 
period of employment—twenty-five to thirty 
years. It is very doubtful, for example, 
whether a substantial proportion of the 
younger workers now on the payroll of the 
Ford Motor Company will still be there at 
age sixty-five. In fact, it has been estimated 
that not more than one out of fifteen workers 
would receive any benefits under the plans 
recently set up. 


Are These Plans Secure? 


Fourth, how much security do such plans 
possess? What certainty is there that the pay- 
ments will be made? 

Many pension plans are financially un- 
sound, and serious doubt can be raised as to 
the actual amount of security which is really 
provided. The “promise” to pay can be made 
good only if the firm is still in existence and 
is making profits. However, we know that the 
dynamic character of American business pro- 
duces losses as well as gains. Whether a firm 
will be able to meet its pension obligations 
twenty years hence depends upon general 
business conditions, the competitive and profit 
situation, and similar factors which may not 
always be under the firm’s control. 

The United Mine Workers’ plan is a good 
illustration of a “pay-as-you-go” scheme 
which met serious financial difficulties quite 
early in its experience. Unlike wage increases, 
pension plans represent a long-time commit- 
ment. Unfortunately, in countless collective 
bargaining schemes the size of the total liabil- 
ity which has been assumed has never been 
fully calculated. “Pay-as-you-go” plans are 
attractive because they cost little to begin 
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with and the past service adjustment is dis- 
regarded. The success of such plans rests on 
future profits. The best credit rating of a firm 
today has little relevance to the actual situa- 
tion thirty or forty years hence. The firm may 
not even be in existence at that time. 

Little reference has been made to the effect 
of a serious economic depression upon these 
plans. To protect the firm and the fund, some 
plans promise little. In one industry, for ex- 
ample, the commitment to pay a pension is 
made only when the worker applies at the age 
of sixty-five and for one year at a time. In 
another, also a rather highly organized in- 
dustry, the application is not accepted unless 
funds are adequate to underwrite a life 
annuity. 


Financial and Investment Problems 


Fifth, how feasible are funded plans? 

Such plans would have to take into con- 
sideration the accrued liability for past service 
and may, in the case of many companies, rep- 
resent a very substantial sum. In fact, the 
past service credits impose an immediate lia- 
bility upon the employer. It has been esti- 
mated, for example, that it would amount to 
nearly $300 million for the Bethlehem Steel 
Company, to $200 mi'lion for the Ford Motor 
Company, and over $1 billion for the United 
States Steel Corporation. A fully funded re- 
serve for a $100 a month pension designed 
to cover about one-third of the A. F. of L. and 
C.1.0. membership would require a $15 billion 
fund. A U. S. Steel Company executive testi- 
fied before the Steel Industry Board that the 
funding principle, if applied to all companies, 
would create a corporate liability of about 
$65 billion—an amount “greater than the 
present combined working capital of the cor- 
porations.” 

If full funding on a large scale were adopt- 
ed, other problems of a serious character 
would no doubt be created. The problem of 
finding sound investment outlets for the ac- 
cumulated pension reserves is of special sig- 
nificance. Such pension funds do not represent 
risk capital and must seek the type of secur- 
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ities generally open to insurance companies 
and banks. It has been suggested in many 
quarters that such institutions already have 
difficulty finding investment opportunities and 
the huge private pension reserves would no 
doubt complicate the problem. 


Extent of Coverage 


Sixth, will private and collective bargain- 
ing retirement plans be available to the entire 
wage earning population? 

There is no doubt that strongly organized 
unions or highly profitable corporations will 
be able to provide retirement plans for their 
employees. However, workers in marginal in- 
dustries, or where labor organizations are 
weak, are not likely to be so fortunate. Per- 
haps as many as three-fourths of the workers 
in this country wil! not be covered by collec- 
tive bargaining retirement plans. 

In view of the recency of the entire develop- 
ment, it can certainly be assumed that many 
of these shortcomings will be corrected 
eventually. Industry-wide cr area-wide <etire- 
ment plans can provide some vesting to the 
extent that movement from one job to an- 
other takes place within the industry or the 
area. 

The compulsory retirement provisions can be 
avoided. The number of plans with partial or 
fully funded reserves will no doubt increase, 
and more experience and a better knowledge 
of operational costs would lead to sounder 
plans and greater security of payment. Nev- 
ertheless, union-management plans have ob- 
vious limitations and it would be a serious 
error if we placed our major reliance for re- 
tirement security upon these private pro- 
grams. 


Merits of a Public Program 


It is significant to note that practically all 
of the shortcomings of the collective bargain- 
ing pension schemes can be avoided in a pub- 
lic social security retirement program. Cover- 
age need not be limited to organized indus- 
tries, nor to profitable employers. It can be 
extended to provide protection for as large a 


MAY, 1950 


portion of the working population as public 
policy considers desirable. The problem of 
funding is avoided, since in the final analysis 
the taxing power of the government under- 
writes the security of benefit payments wheth- 
er the scheme is on a pay-as-you-go basis, is 
set up on a contingency reserve plan, or is 
fully funded. The problem of vesting does not 
exist since the worker’s pension rights are not 
injured when he changes jobs; it is only re- 
quired that he work in covered employment. 
For the same reason mobility is not discour- 
aged. 

Even the problem of past service credits is 
avoided since under social insurance the eligi- 
bility requirements in the benefit formula are 
biased in favor of workers already in the 
upper age brackets. “Fully insured” status 
can also be secured under such legislation in 
a relatively shorter time than is required un- 
der private or collective bargaining insurance 
plans. 

Inadequacies of the Public Program 


Nevertheless, our public old age and sur- 
vivors’ legisiation is woefully inadequate. The 
Senate Advisory Ceuncil on Social Security, 
cbairmaned by the late Edward R. Stettinius, 
conciuded that our present legislation is de- 
ficient in four respects. These are: (1) in- 
adequate coverage, (2) unduly restrictive eli- 
gibility requirements, (3) inadequate benefits, 
and (4) lack of protecton for permanent and 
total disability. 

These defects are largely recognized and 
are responsible for a substantial loss of public 
confidence in the present social security re- 
tirement legislation. That lack of confidence 
partly explains the unions’ search for retire- 
ment security through collective bargaining. 

HR 6000, already passed by the House of 
Representatives by an amazingly one-sided 
vote of 333 to 14, offers substantial improve- 
ments in the federal legislation. The coverage 
of the system is extended to about 11,000,000 
more persons; the benefit formula is liberal- 
ized, and for the first time, monthly benefits 
are made available to insured workers who 
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become permanently and totally disabled. The 
average primary benefit would, if this legisla- 
tion is adopted, be increased from about 
$27 to between $50 and $55 for the single 
worker, and to nearly $80 for an aged couple. 
The approval of this legistlation, now being 
reviewed by the Senate Finance Committee, 
would remove the major defects, particularly 
the low monthly benefits. It is upon such 
legislation that we ought to place our major 
reliance for retirement pensions for the Amer- 
ican population. 


Private Plans as Supplements 


Collective bargaining plans should be relied 
upon primarily for supplementary pensions. 
The public plan, concerned as it is with aver- 
age earnings and biased in favor of low in- 
come workers, cannot provide an adequate 


retirement pension for higher paid workers in 
skilled and supervisory positions. Private 
plans, whether initiated by the individual em- 
ployer or collective bargaining, can supple- 
ment the minimum public pension and thus 
make retirement security meaningful for these 7 
groups. In addition, private pensions might 


be utilized to make possible early retirement 


for workers engaged in especially hazardous @ 
occupations and for those employed in execu- ~ 
tive positions. In fact, executive and supervis- © 
ory personnel can “afford” to retire only when ~ 
supplementary pensions exist. 

In brief, collective bargaining plans do not 
represent a substitute for a sound national 
social security program for employee retire- 
ment. They can have an important supple- 
mentary function. Major reliance, however, 
should be on the public program. 


UNEMPLOYMENT PAY 


With unemployment on the increase, 
many state unemployment insurance 
funds are shrinking rapidly. This is im- 
portant to all employers because they, 
not the state, finance the benefits to the 
jobless. 

Although many states are — the 
rates charged to employers, it is still pos- 
sible for an individual company to keep 
its rates down by carefully scrutinizing 
the jobless compensation claims of its 
former workers. In most states, employ- 
ers are allowed credits against their un- 
employment tax according to merit rating; 
and the elimination of fraudulent claims 
improves merit ratings. Also, companies 
with low labor turnover pay lower taxes 
than those with high turnover rates. 

Duplicate copies of claimants’ benefit 
checks are sent to Michigan employers by 
the Michigan Manufacturers Unemploy- 
ment Compensation Bureau to aid them 
in keeping their rates low. The companies 
then know immediately who is having 
benefits charged against them and can 
check their current payrolls for fraudu- 
lent claims. If the company is hiring, it 
can tell from these benefit checks which 
of its former workers are available for 
work. 


PUBLIC ASSISTANCE 


Recent reports of the Department of 
Labor indicate that about one person in 
thirty is dependent upon public assistance 
for all or partial support. Two billion 
dollars are spent annually by federal and 
state governments in four major types of 
assistance: old-age assistance, aid to the 
blind, aid to dependent children (all 
under the Social Security Act), and gen- 
eral assistance sponsored by state and 
local governments. 

Except for appropriations related to 
national defense, public assistance is the 
largest single budget appropriation of the 
federal government. In most states, public 
assistance is the largest single item in the 


budget. 
* * * 


LABOR UNION FOR JOBLESS 
WORKERS 

C.1.0. leaders in Canada are intro- 
ducing an unusual new labor union 
called the National Federation of Un- 
employed Workers. This union, still in 
early stages, is intended to promote in- 
creased governmental benefits for the un- 
employed and to assist the jobless worker 
in gtting full benefit of unemployment 
insurance, relief, and welfare. 
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